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ctor) Returns Processing and Accounting Division R:R:T

Interest-Free Adjustments for Combined Annual Wage Reporting
(CAWR) Discrepancy Cases

We requested technical advice (copy attached) concerning
the circumstances under which it is appropriate to treat
adjustments of tax that result from CAWR reconciliation as
interest-free adjustments under section 6205 of the Internal
Revenue Code. We do not believe your response (copy attached)
answered our specific question.

You have previously informed us that corrections to the
CAWR assessments cannot be made as an ipterest-free adjustment.
However, is the[briginal CAWR assessmen?&subject to interest?
This is the question we need answered. here continues to be
disagreement among Service employees in the field on this
issue.

We would appreciate a response by November 30, 1990. If
there are any questions concerning this matter, a member of
your staff should contact Theresa Peppell or Larry Douglas at
566-4861.

Attachments
as stated
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Response Requested
OCT 2.3 1387

Dirsstor, Individual Tax Division CC:IND

ﬁwa‘ffbﬁ

Interest-Fren Adjustoents for CAWR Discrepancy Cases

) . :
%Utﬂrector. Raturns Processing and Accounti

We request technical advice concerning the circumstances under whieh it
is aporopriate to treat adjustaents of tax that resull frow Combined Annual
Vage Geportiar {TA¥Y) reconciliation ss interest-free adjustaents under
gantio G205 of the Internal Ravenus Code,

Under CAW4R reocneiliation, the Service compares amounta of weges, social
security tax, incoze tax withholding, etc., employers report to the Social
Secuirity Administration usually via Form ¥W-2 with the azounts the employers
report to the Service usually via Form 981, If disorepancies are revealed
hetweesn amounts reported to the two agencles, the Service attempts to
reconcile tna discrepancies, Often, when the discrepancies osnnot be
resolvaed, the Service asaesses tne eaployer additional tarx,

Uz paed Lo know when these aszesswents can he treated as interest~free
adjustments. To qualify for interest-free adjustment, =must the employer
suhail 3 Fora J81e, Statezent to Correct Information Previcusly Reported on
the Zmployer's Federal Tax Retwrm, with an ascertained date? WYould the
employer's aignature on any document agreeing to the proposed deficiency meet
the requirements of IRM 3651,1(¥), Paployment Tax Procedures Manual? There
is 4isazrecsent among Service eamployees in the fleld on this issue,

Va would appreciats s reaponse hy November 27, 1937. If there are any
questions concerning this matter, your staff can contact Ron Gamble or
Carolyn Dalla of my staff at 566-6292, _
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- internal Revenue Service

memorandum

date:
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CC:IND:Brl
CPFrenchy

MAR 1 6 1988

Director, Returns Processing and Accounting Division TR:R

Director, Individual Tax Division CC:IND

subject:

Interest Free Adjustments for CAWR Discrepancy Cases

This is in reply to your memorandum dated October 23, 1987,
concerning the circumstances under which it is appropriate to treat
adjustments of tax that result from the Combined Annual Wages
Reporting (CAWR) reconciliation as interest free adjustments under
section 6205 of the Internal Revenue Code.

Under the CAWR reconciliation, the Service compares amounts of
wages, so0cial security tax, income tax withholding, etc., employers
report to the Social Security Administration usuzally via Form W-2
with the amounts the employers report to the Service usually via
Form 941. 1If discrepancies are revealed between amounts reported
to the two agencies, the Service attempts to reconcile the discrep-
ancies by correspondence with the employer pursuant to IRM 30(153)4
of the CAWR Reconciliation Manual. If the discrepancies cannot be
resolved, the Service assesses the employer additiocnal tax.

You request advice as to when these assessments can be treated
as interest free adjustments. You ask if the employer must submit
a Form 941c, Statement to Correct Information Previously Reported
on the Employer's Federal Tax Return, with an ascertained date, or
would the employer's signature on any document agreeing to the
proposed deficiency meet the requirements of IRM 4641.1(4), Employ-
ment Tax Procedures Manual? You point out that there is disagree~
ment among Service employees in the field on this issue.

Section 6205(a} of the Code provides that if less than the
correct amount of employee FICA tax (section 3101), employer FICA
tax ({section 3111), or withholding tax (section 3402} is paid with
respect to any payment of wages or compensation, proper adjust-
ments of both the tax and amount deducted shall be made, without

interest, as prescribed by regulations.

Section 31.6205-1{(a) of the Employment Tax Regulations
provides that an employer who makes, or has made, an undercollec-
tion or underpayment of FICA tax, RRTA tax, and income tax
required to be withheld shall correct such error as provided in
this section and such correction shall constitute an adjustment
without interest to the extent provided in paragraphs (b} or (¢} of
section 31.6205-1. '




Interest-Free Adjustments
for CAWR Discrepancy Cases

Section 31.6205-1(a) (4) of the regulations provides that for
purposes of section €205, an etror is ascertained when the employex
has sufficient knowledge of the error to be able to correct it.

Section 31.6205-1(b) (2) {i1) of the regulations provides that an
interest free adjustment of FICA and/or RRTA taxes may be made by
an employer by reporting the amount due as an adjustment on the
timely filed return for the pericd in which the error is ascer-
tained or by filing a supplemental return for the period in which
payment of the wages or compensation was made. To constitute an
interest free adjustment, the supplemental return must be filed on
or pefore the last day on which the return is required to be filed-
for the period in which the error is ascertained.

Section 31.6205-1(c) (2) (i) of the regulations provides that an
interest free adjustment of income tax reguired to be withheld by
an employer can be made by reporting the additional amount due as
an adjustment on a return for any guarter in the calendar year in
which the wages were paid, or by reporting the amount due on a
supplemental return for the return period in which the wages were
paid, but only if such return or supplemental return reporting the
underpayment is filed on or before the last day on which the return
is required to be filed for the return period in which the error
was ascertained.

Section 31.6205-1(a) (3) (ii) of the regulations provides, in
part, that any amount reported as an adjustment should be paid to
the district director, without interest at the time fixed for
reporting the adjustment.

Rev., Rul. 75-464, 1975-2 C.B. 474, sets forth five situations
illustrating when an error is ascertained for returns under audit
by the Service. An error is ascertained when Form 2504 is signed
either at the examination level or the appeals level, when the
taxpayer pays the full amount due so as to file a refund claim (if
paid prior to & notice and demand), or at the conclusion of in=-
Service appeal rights if no agreement is reached. It also states
that Form 2504 is considered to stand in lieu of a supplemental
return.

IRM 4641.1{4) of the Employment Tax Procedures Manual pro-
vides that the signing of Form 2504 at the close of an examination
or the appeals conference is considered fulfilling the supple-
mental return reguirements for the interest free adjustment
purposes of section 6205 of the Code.




Interest-Free Adjustments
for CAVR Discrepancy Cases

Based on the above cited Code, reguletions, Revenue Ruling,
and manual provisions, it is our opinion that once the Service
assesses the employer additional tax as a result of the unresclved
- digcrepancies under the CAWR reconciliation program, ho correction
of such tax cin be made as an interest free adjustment by the
filing of & Form 941(c) with an ascertained date or the signing of
a Form 2504 agreeing to the proposed deficiency under the
provisions of IRM 4641.1(4).

/ -
ek B el

TS MARIO E. LOMBARDO




